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PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDIcaToRS! 
(US$ billion unless otherwise indicated) 
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% Change 1979 1980 


INCOME, PRODUCTION, EMPLOYMENT 

Population, millions 982.55 
Gross Domestic Product (GDP) 4 273 
Per Capita GDP (US$) 278 
Per Capita Income, Rural (US$) 113 
Per Capita Income, Non-Rural (US$) 508 
Fixed Capital Investment 36 
GVIO (billion 1970 RMB) 499.2 
GVAO (billion 1970 RMB) 162.7 


INDUSTRIAL PRODUCTION 
Crude Oil (million tons) 106.15 105.95 
Coal (million tons) 635 620 
Electric Power (billion kWh) 281.95 300.6 
Rolled steel (million tons) 24.97 27.16 
Cement (million tons) 73.9 79.86 
Chemical Fertilizer (million tons, 

nutrient equivalent) 10.65 12...32 
Cotton Cloth (billion meters) 12.15 13.47 
Chemical Fibers (thousand tons) 326 450 
Sugar (million tons) 2.50 2.57 
Bicycles (million units) 10.09 13.02 


AGRICULTURAL PRODUCTION 
Grain (million tons) o2a.4225. 319.22 
Rice 143.75 139.255 
Wheat 62.73 54.155 
Coarse and Miscellaneous Grain 89.715 89.085 
Tubers 28.46 27.845 
Soybeans 7.46 7.88 
Cotton (million tons) 2.207 2.707 
Oilseeds (million tons) 6.435 7.691 
Hogs (million head, yearend) 319.705 305.431 
Large Animals (million head, 

yearend) 94.591 95.246 


FOREIGN TRADE® 
Total Trade 
Trade Balance 
Exports, f.0o.b. 
U.S. Share 
Imports, c.i.f. 
U.S. Share 


U.S. Share of Chinese Imports in % 


NOTES 

(1) 1979 and 1980 statistics (in RMB) were supplied by the 
State Statistical Bureau in official communiques. (2) Ex- 
change rate for 1979: US$1 = RMB 1.55. (3) Exchange rate 
for 1980: US$1 = RMB 1.50. (4) Estimated by marking up 
national income by 13 percent to account for depreciation 
and non-material services. (5) Absolute figures in current 
prices; growth in real terms. (6) Growth is nominal and is 
based on RMB figures. (7) These figures include peasant 
income distributed by their collectives and income derived 
from private activity. Each component is about half. 
Figures from Shanghai Wenhui Bao, February 25, 1981. 

(8) Chinese trade figures are converted from RMB figures in 
1980 statistical communique. U.S. share figures are from 
U.S. Department of Commerce. 
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ECONOMIC TRENDS OF THE PEOPLE'S REPUBLIC OF CHINA 
SUMMARY 


The Chinese are now engaged in a period of economic readjustment 
and reform, which involves an attempt to invigorate economic 
structure and improve their ability to solve the massive economic 
problems the country faces. Economic performance in 1980 was 
mixed: A 6.9 percent real growth rate in the economy was 
accompanied by a large budgetary deficit and a rate of inflation 
officially acknowledged to.be 6 percent. Price increases for 
some items have been higher than this inflation rate, with 
uncertain effects on the cost of living. While money incomes 
increased, the supply of goods rose less rapidly. The problems, 
ironically, were compounded by some of the reforms which were so 
necessary to breathe life into the economy. Faced with this 
situation, the Government of the People's Republic of China (PRC) 
signalled a policy reorientation in late 1980. While firmly 
maintaining the ultimate need for economic reforms, the Central 
Government slowed the progress of decentralization. 


Since normalization of diplomatic relations between China and the 
United States in January of 1979, the process of regularizing 
economic and commercial relations has moved at a steady pace. A 
series of bilateral agreements regulating commerce have been 
signed, and Overseas Private Investment Corporation (OPIC) and 
Export-Import Bank of the United States (Eximbank) agreements are 
now in force. Bilateral trade has grown dramatically in the past 
2 years, with a substantial surplus on the U.S. side. Prospects 
are for continued trade growth in 1981, though at a slower rate. 
While China's readjustment policy argues against large U.S. turn- 
key plant sales to China in the near term, continued growth in 
U.S. sales of agricultural products and essential equipment and 
manufactures to China is probable. 


BACKGROUND 


In the past 30 years, the Chinese Government has met the basic 
requirements of feeding, clothing, and housing a huge population, 
now estimated at about 1 billion. In spite of this accomplish- 
ment, improvements in the people's livelihood have been constrained 
by policy mistakes, lack of capital, and limited management 
capability, all of this leading to inefficient investment. The 
Chinese are now engaged in a period of economic readjustment and 
reform which involves an attempt to invigorate their economic 
structures and improve their ability to solve the massive economic 
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problems the country faces. Most recent indications are that re- 
adjustment--the attempt to achieve better economic balance and 
stability--will last at least through 1985. Reform of economic 
institutions will take much longer. 


During the Cultural Revolution period from 1966 to 1976, an 
entire generation of youth was distracted by the political 
activism of the period, the education system was paralyzed, and 
the economy was seriously mismanaged. Growth in national output 
occurred in spite of decreasing efficiency in most sectors but 
did not result in increased personal consumption levels. Since 
the end of the Cultural Revolution, the leadership has addressed 
economic growth and development as a top priority. The period 
1977-78 saw the announcement and subsequent demise of an overly 
ambitious 10-year plan (1976-85), which envisioned a huge 
investment in 120 major projects. 


In late 1978, the leadership turned its attention to the most 
fundamental problems in the economy--notably enterprise manage- 
ment problems and the low efficiency of utilization of energy, 
investment, and labor. In June 1979, the Government publicly 
acknowledged that China could not proceed with the four 
modernizations without a period of readjustment of sectoral 
imbalances and reform of economic systems. 


PART A--CURRENT ECONOMIC SITUATION AND TRENDS 


1980 POLICY AND PERFORMANCE: The year 1980 was, at least in some 
respects, a moderately good year for the economy. The economy 
generally hewed to the government readjustment policy line and 
showed respectable overall growth. National income grew at nearly 
the same rate as in 1979, in spite of natural disasters that 
reduced grain production by about 4 percent. Industrial output 
growth was strong and was characterized by a relatively large 
increase in light industrial output compared with that of heavy 
industry. This pattern was consistent with government exhorta- 
tions and measures to emphasize light industry and consumer goods 
output. Individual income rose for the third year in a row. In 
each of the past 3 years, incomes have risen by an average of 13 
percent in rural areas and 10 percent in urban areas. 


Deeper problems were brewing, however, and ironically, they were 
compounded by some successful developments in economic reform. 
In the latter part of 1979, the Government began to experiment 
with fundamental economic reforms and the experiment gathered 
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speed through 1980. The general goal of the reforms was to pro- 
vide China with an economic system combining aspects of both 
planned and market economies. In the microeconomy, market forces 
would be permitted to guide transactions and decisions, while the 
Government would direct the macroeconomy with a combination of 
planning targets and policy tools such as monetary and fiscal 
policy. Reforms were begun in the State-owned industrial sector 
to give enterprises more control over production, sales, and 
financial decisionmaking. Most provincial governments went on a 
system of revenue sharing with the Central Government whereby 
they had discretionary spending powers of above-quota earnings. 
In some rural areas, production decisionmaking was decentralized. 
Generally speaking, these reforms injected new life into the 
economy. This decentralization, however, was instituted without 
other complementary reforms--such as in pricing and material 
supply--and the decentralization exacerbated economic problems 
which had been building. 


Among the most serious of these problems were accelerating 
inflation, unemployment, serious energy shortages, continuing 
budgetary deficits, and excessive, inefficient investment 
spending. Problems associated with poorly planned and inefficient 
investment, which had persisted in the economy for 20 years, 
became worse with decentralization of financial authority. The 
combination of higher agricultural procurement prices to increase 
rural incomes, higher bonus payments to workers, and continued 
capital investment spending led to unacceptably high budget 
deficits in both 1979 and 1980. The relaxation of control over 
markets combined with increased purchasing power resulted in 
inflation--1.9 percent in 1979 and 6 percent in 1980 according 

to official figures and widely thought to be higher. Energy 
shortages, which have plagued the Chinese economy for some time, 
became even more apparent as oil production stagnated in 1980, 
and coal output fell by 2 percent. Finally, while the Government 
was able to provide jobs for a total of 16 million persons in 
1979 and 1980, there still exists an unemployment backlog-- 
official Chinese sources place the number who await jobs at over 
10 million this year. 


EXTERNAL TRANSACTIONS: According to official figures, China in 
1980 reversed the trend of the previous few years during which 
imports grew more rapidly than exports. According to figures of 
the State Statistical Bureau, export growth in 1980 was 33.1 
percent, while import growth was 23.6 percent. This reversal 
cut the trade deficit from US$2 billion to US$1.3 billion. Net 
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invisibles income, including revenue of US$613 million from tourism, 
is estimated to have been about US$1.6 billion and should have 
yielded a current account surplus in 1980 of about US$300 million. 
This compares favorably with a deficit in 1979. New debt incurred 
in 1980 was US$2.2 billion. China enjoyed a net capital inflow 

of US$800 million. These figures imply an overall balance-of- 
payments surplus in 1980 of about US$1.1 billion; however, the 
Chinese press reports a deficit. Chinese Government agencies 

have offered no clarification on this matter. 


IMPORTS: There was a pronounced shift in the commodity composi- 
tion of China's imports during 1980. As domestic economic policy 
emphasis shifted from heavy to light industrial production, the 
proportion of imports accounted for by rolled steel, nonferrous 
metals, machinery, and instruments fell from 40 percent to less 
than 28 percent. This development appears to be reflected in the 
trade figures of nearly all of China's major suppliers of these 
products. Meanwhile, imports of such products as grain, fats 

and oils, cotton, chemical fibers, fertilizer, chemicals, and 
wood pulp increased sharply. Moreover, the country composition 
of China's imports by supplier continued to change with the 
United States increasing its share of Chinese imports from 8.3 
percent in 1978 to 19.6 percent in 1980. 


EXPORTS: The production of China's total exports accounted for 
by heavy industrial products increased from 32 percent in 1979 to 
39 percent in 1980. The share of agricultural products dropped 
from 23 percent to 21 percent; that of light industrial and 
textile products, from 45 percent to 40 percent. Approximately 
half of the increase in exports was due to price increases, the 
most significant of which was in crude oil. As with imports, the 
relative importance to China of various export markets has 
changed somewhat over the past 3 years, with the developed 

market economies gradually increasing in importance. Japan's 
share of China's exports rose from 19.4 percent in 1978 to 24.1 
percent in 1980. Comparable figures for the United States are 
3.2 percent in 1978 and 6.1 percent in 1980. 


WORLD BANK AND IMF: Following its assumption of the China seat 
in the World Bank and the International Monetary Fund (IMF) in 
mid-1980, the Chinese Government and the World Bank have been 
discussing possible development loans in the areas of agriculture, 
education, harbors, electric power, and rail transport. The 
first World Bank loans are expected to be approved later this 
year. China has now utilized US$1.1 billion in special drawing 
rights from the IMF. 





THE ECONOMY IN 1981--PROSPECTS: The year 1981 will be a critical 
one for China's economic policy. Given the serious problems in 

the economy, the Government has decided to curb what it regards 

as unacceptably high inflation rates and to end budget deficits. 
Government spending, which is running about 25 percent of GNP, 

has been cut by 13 percent compared with the original plan for 
1981. The single largest reduction will be in investment spending. 
Output of light industry will continue to receive priority treat- 
ment to supply both the export market and to absorb excess disposa- 
ble income. The Government is attempting to curtail discretionary 
use of retained earnings by enterprises and local governments in 
order to prevent these funds from being channeled into what are 
regarded as undesirable investment projects and excessive worker 
bonus payments. The goals for the year are to eliminate the budget 
deficit, but investment drastically, and, at the same time, ensure 
that consumer living standards do not decline. 


Perhaps the most significant aspect of readjustment to foreigners 
has been the cancellation of import contracts for major plant and 
equipment. In December 1980, the Government decided that China 
had overextended its domestic investment capacity. Several 
petrochemical projects and the huge Baoshan steel project, which 
the Government decided to slash from the investment budget, 
included sizable imports of equipment from abroad, primarily from 
Japan and West Germany. The Chinese announced their intention to 
halt construction on these projects but informed the suppliers 
that China would meet its contractual obligations. Since then, 
the Chinese appear to be interested in reviving some of the 
petrochemical plants and are exploring deferred payments to 
finance the equipment and foreign loans to finance domestic costs. 
Prospects for securing such loans are at best uncertain. 


The retrenchment program will probably cause a reduction in gross 
national product (GNP) growth from the 7 percent average rate 
realized over the past 2 years. Agriculture is expected to 
improve over 1980. The Government may be able to make some 
progress in controlling excessive spending on capital construction 
and worker bonuses, thereby reducing budgetary deficits and 
inflationary pressures. However, these very actions will probably 
dampen growth and have a negative influence on energy and 
transportation development--key sectors that badly need immediate 
development. Even if the leadership can carry out the requisite 
major surgery--and the process will be complicated by confusion 
and disillusionment created by this policy shift--there remains 
the more important issue of when the leadership will feel that 
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conditions are ripe for the implementation of badly needed reforms 
designed to promote economic efficiency. 


Reports on first quarter 1981 industrial performance show the 
negative effect of the Government's shift in policy gears. Over- 
all industrial output targets were not met and first quarter out- 
put was down compared with the first quarter of 1980. Apparently, 
the initiative of both cadre and workers was dampened by the an- 
nouncement of renewed readjustment. The absence of any press men- 
tion of first quarter budgetary data, especially in a year during 
which the Chinese are attempting to wipe out budgetary deficits, is 
ominous. By the end of the first third of the year, the English- 
language China Daily claimed a surplus of revenues over expendi- 
tures, but there has been no substantiation of this claim. In the 
first quarter, China's trade position also worsened, with imports 
rising at double the rate of exports. There are now some signs 
that the Government is beginning to move gingerly on part of the 
dormant reform program, with an eye to stimulating initiative. 


PART B--IMPLICATIONS FOR THE UNITED STATES 


Since normalization of diplomatic relations between China and the 
United States in January of 1979, the process of regularizing 


economic and commercial relations has moved at a steady pace. In 
addition to the agreements mentioned in the previous report, a 
5-year bilateral grain agreement was signed in October 1980, 
under which the Chinese agreed to purchase a minimum of 6 million 
tons of grain annually from the United States and to consult on 
an intergovernmental basis should they want to purchase more than 
9 million tons. Also in October, OPIC and the Government of the 
PRC signed an agreement authorizing OPIC to provide insurance to 
American investors in China. In May of this year, Eximbank and the 
Bank of China signed procedural agreements permitting Eximbank to 
finance U.S. exports of goods and services to China. 


U.S. exports to China increased dramatically in 1980 as compared 
with the previous year--as shown in the following table: 





(US$ million) 
JAN.-DEC. 80 JAN.-DEC. 79 


Wheat, unmilled 1,039.3 214.1 
Raw cotton 701.3 357.0 
Corn, unmilled 224.5 268.5 
Soybeans 155.2 106.7 
Fertilizers 152.6 44.6 
Commercial aircraft 146.7 
Textile yarns, fabrics, and 

made-up articles 133.6 33.0 
Paper and paperboard 130.4 
Synthetic resins and rubber 123.7 3243 
Iron and steel mill products 42.2 157.4 


Overall growth of U.S. exports to China in 1981 could be between 
10 and 20 percent. Though data for the first quarter showed a 
53 percent growth rate for U.S. exports compared with January- 
March 1980, highly variable wheat shipments were a distorting 
factor. 


BEST PROSPECTS: Readjustment has dealt a blow to the optimism of 
some exporters, but the Chinese have reassured traders and poten- 


tial investors that trade policy has not fundamentally changed. 
Government officials assert that, while China cannot at the moment 
afford some of the major plants for which they have contracted, 
there are many other areas in which vigorous trade can continue. 


In spite of poor prospects in the near to medium term for major 
projects in China, the general trend of U.S. exports in 1981 

should continue upward. Agricultural products will continue to 
predominate; the U.S. Department of Agriculture estimates the value 
for fiscal year 1981 will be US$2.3 billion, an 18 percent increase 
over fiscal year 1980. Large quantities of cotton will be re- 
quired for China's expanding export and domestic textile markets. 
Given China's stated priorities in the energy sector, there are 
likely to be opportunities for U.S. exporters to supply power 
generating and coal mining and oil field equipment. Most of the 
other top 16 U.S. exports to China showed very high rates of 

growth in 1980. Although demand generally can be expected to con- 
tinue and perhaps grow somewhat, the high overall growth rate in 
1980 is unlikely to be repeated in 1981, and prospects for indi- 
vidual exports are mixed. Two manufactured product exports from 
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the United States that showed a large increase in 1980 were chemi- 
cal fertilizers and cotton yarns; this trend will probably continue 
through 1981. The market for U.S. iron and steel products, how- 
ever, is likely to remain depressed, and we expect 1981 aircraft 
sales to fall off drastically. 


There are substantial uncertainties surrounding prospects for Chi- 
nese exports to the United States. We make the following general 
assumptions concerning China's top 12 exports to the United States, 
which accounted for about 73 percent of the total in 1980. Cloth- 
ing and textile products will continue to be attractive to the 
U.S. market, but some categories will be constrained by demand 
factors in the United States. We expect high growth rates for 
shoes and miscellaneous light industry products, including bi- 
cycles and flatware, though the latter two items will have little 
effect on overall trade value in 1981. Additionally, U.S. traders 
tell us that Chinese low-technology machine tools are selling well 
in the U.S. market. Trade in metals and ores is also likely to 
grow vigorously. Growth in petroleum products will be constrained 
by production problems in China and prior commitments to other 
markets. For art, antiques, and pottery, it is impossible to say 
whether the current fascination in the United States with Chin- 
Oiserie will fade or intensify (growth was well over 100 percent 
in 1980). For 1981, we estimate an overall growth of 40 to 50 
percent in China's exports to the United States over 1980. The 
first quarter trade figures showed a growth rate of over 80 per- 
cent. 


For individual exporters, prospects for 1981 can only be charac- 
terized as mixed. In the best position are traders in agricultural 
products and in those primary and semiprocessed goods for which 
trade relationships have already been established. We also expect 
high growth rates for computers and other high-technology/scien- 
tific equipment (with a tendency toward small individual pur- 
chases). At the other end of the opportunity spectrum are those 
who have been promoting major projects or major purchases, those 

in petrochemicals, and those whose products have Chinese substi- 
tutes, such as transportation, construction, and mining equip- 
ment. Companies should also keep in mind a trend toward technology 
transfer and licensing agreements, such as embodied in recent con- 
tracts signed in the areas of steam turbine generator and diesel 
production. 


China has had only a brief history of contact with foreign inves- 
tors, and the legal and institutional framework for investment has 
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been understandably slow in forming. Now, new uncertainties have 
been raised by an austere budget and major contract cancella- 
tions. Direct equity investment is developing slowly--only 22 
joint ventures in China have been approved in the past 2 years. 
Considering the complexities of negotiating joint ventures and 
lowered expectations of business with respect to investment oppor- 
tunities in China, we believe that the surge of equity investment 
interest in the 1977-80 period is largely spent and will not 
revive until both economic conditions and the legal climate im- 
prove. On the other hand, compensation trade, which can be re- 
garded as a form of investment, has burgeoned--353 contracts were 
approved by the Central Government in 1980, and perhaps 10 times 
that number were approved by local authorities. The relative 
simplicity, lower risk, and smaller capital and management com- 
mitment of compensation trade seem to ensure that there will be 
continued growth of foreign interest in this form of investment. 


GETTING INTO THE CHINA MARKET: Doing business in China has become 
increasingly complicated by the proliferation of organizations at 
all levels claiming to have authority to deal directly with for- 
eigners. Business persons wishing to penetrate the China market 
should obtain the U.S. Dpeartment of Commerce's publication, "Do- 
ing Business with China." Many veteran experts suggest the "shot 
gun" approach; i.e., writing letters and sending brochures to a 
wide range of organizations at national, provincial, and municipal 
levels. Several enterprises in Hong Kong and elsewhere are selling 
mailing lists geared to specific industries. Names of end-users 
are also maintained by the U.S. Department of Commerce and the 
National Council for U.S.-China Trade. Some firms choose to in- 
troduce their products through advertisements in either the Chi- 
nese domestic media or specialized foreign publications aimed at 
(and mailed to) Chinese end-users. Exporters should not be dis- 
couraged if there is no response to their introductory letters and 
should expect to have to follow up with additional letters or per- 
sonal visits. Experienced traders advise that patience and per- 
sistence are absolutely essential for doing business with China. 
Once established in the market, many foreign firms now find it 
possible to deal directly with buyers and suppliers at many levels. 


Many foreign firms, both old and new-to-market, participate in 
technical seminar programs or exhibitions in China, sponsored by 
the Department of Commerce or private organizations, to make them- 
selves and their products known to a greater number of potential 
tustomers. Newcomers to the China export market may also want to 
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seek an invitation to the Guangzhou Export Commodities Trade Fair 
(held April 15 to May 15 and October 15 to November 15 every year) 
or to one of the growing number of specialized mini-fairs held in 
various Chinese cities throughout the year. 


A calendar of trade promotion events in China sponsored by the 
Department of Commerce follows: 


Calendar of U.S. Department of Commerce- 
Sponsored Trade Promotion Events in China 


July 28-August 8--Petroleum Extraction, Processing, and Transpor- 
tation Technical Sales Seminar 


August--Food Processing Equipment Video/Catalog Exhibition 


September 21-October 2--Lasers and Electro-Optics Technical Sales 
Seminar 


February 6-16, 1982--U.S. National Light Industry Exhibition 
March 15-31--Process Controls Technical Sales Seminar 


May 10-28--Coal Handling and Beneficiation Technical Sales Seminar 


August 23-September 10--Food Refrigeration and Freezing Technical 
Sales Seminar 





